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BEFORE THE

DEPARTMENT OF TRANSPORTATION

WASHINGTON, D. C.

---------------------------------------------
Joint Application of :

:
UNITED AIR LINES, INC. ..

and : OST-96-1116
DEUTSCHE LUFTHANSA, A.G. :
(LUFTHANSA GERMAN AIRLINES) :

:
for approval of and antitrust immunity :
for an expanded alliance agreement ..
under 49 USC 41308 and 41309 ..
---------------------------------------------

ANSWER OF AMERICAN AIRLINES, INC.

American Airlines, Inc., pursuant to Order 96-3-26,

March 13, 1996, hereby answers the joint application of United

Air Lines, Inc. and Lufthansa German Airlines for approval of

and antitrust immunity for an expanded alliance agreement.

On November 3, 1995 -- almost four months before

United and Lufthansa filed their application on February 29,

1996 -- American and Canadian Airlines International, Ltd.

submitted an application for approval of and antitrust immunity

for a similar alliance agreement (OST-95-792). Moreover, on

September 8, 1995 -- almost six months before United and

Lufthansa filed -- Delta Air Lines, Inc. and its partners

Swissair, Sabena, and Austrian Airlines submitted an applica-

tion for approval of and antitrust immunity for their alliance

agreement (OST-95-618).
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In these circumstances, it would be contrary to fair

and orderly administrative procedures to move forward with the

United/Lufthansa application until the Department has acted on

the long-pending American/Canadian and Delta/Swissair/Sabena/

Austrian applications. Surely United and Lufthansa should be

required to wait their turn in the administrative process, and

not jump ahead of other carriers that filed applications for

similar relief many months ago.

The American/Canadian application is more worthy of

approval than the United/Lufthansa request based on actual

marketplace competition. The U.S.-Canada market is far more

competitive than the U.S.-Germany market, which is dominated by

Lufthansa. Lufthansa and its affiliates hold a 33.5 percent

share of U.S.-Germany nonstop weekly frequencies, and -- as

will be shown below -- Lufthansa participates in a number of

exclusionary tactics to prevent effective CRS competition in

Germany. The frequency share of Lufthansa and United combined

is 40 percent. With the exception of Delta, none of the other

12 nonstop carriers in the U.S. -Germany market has a share

exceeding 8.7 percent. See Attachment 1.

In the U.S.-Canada market, by contrast, the nonstop

transborder frequency share of American and Canadian combined

is 14 percent. Air Canada has the largest share, at 24.8

percent, followed by 31 carriers with shares ranging downward
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from 8.6 percent. See Attachment 2. The U.S.-Canada market is

fiercely competitive, and is becoming more competitive as new

services are added by the carriers of both countries under the

liberalized agreement.

Once approval of the American/Canadian application

has occurred, the Department should approve the United/Luft-

hansa application only after Lufthansa has agreed to discontin-

ue the various practices which have prevented effective distri-

bution competition in Germany.

As the Department has long been aware, overtly

discriminatory and anticompetitive distribution practices by

carriers and travel suppliers affiliated with the Amadeus CRSl

have been a constant problem since American began marketing

SABRE in Europe some 10 years ago. SABRE's market share in

Amadeus countries is less than half of SABRE's share in compa-

rable European markets, and proves beyond doubt that this

discrimination has been effective.

Germany is by far the largest home market in which

Amadeus operates. Within Germany, Amadeus is marketed by a

company known as Start, which is jointly owned by Lufthansa,

German Rail, and TUI (the largest German tour operator).

Through cross-ownership and other affiliations, Lufthansa has

'Amadeus is jointly owned by Lufthansa, Air France,
Iberia, and Continental.
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orchestrated a concerted effort that has had the effect of

keeping the largest tour companies out of SABRE, and of mini-

mizing participation in SABRE by German charter carriers.

Lufthansa has also refused to provide important functionality

to SABRE to offer a full range of services to frequent flyers

and business travelers, thus precluding airlines other than

Lufthansa/United, and CRSs other than Start/Amadeus, from

competing effectively in the German market.

l Tour Comnanies. Access to tour companies is

essential to German travel agencies. Unlike Americans, most

Germans use a tour company when traveling for leisure. Many of

the major tour companies in Germany, including TUI (by far the

largest), LTU, Der Tours, and Ameropa, are owned in whole or in

part by one of more companies affiliated with Start and

Amadeus.2 None of these tour operators has signed agreements

with SABRE. SABRE has been pursuing TUI for five years, and

has no prospect of being able to distribute TUI in the near

future.

Indeed, TUI executives recently advised SABRE that,

in order to protect Start/Amadeus market share, they had

decided not to make TUI available through any system other than

Start/Amadeus. Some 4,000 travel agencies in Germany --

2We note that NUR, the second largest tour company in
Germany, is not affiliated with Amadeus, and does participate
in SABRE.
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accounting for nearly half of all travel agency locations --

distribute TUI products. Because of contractual commitments

with TUI, these agencies are precluded from selling NUR,

Germany's second largest tour company, meaning that these

agencies must have a system that provides access to TUI. This

huge segment of the market is not likely to use SABRE unless

SABRE can distribute TUI.3

Moreover, as shown by Attachment 3, recent reports in

the German travel press regarding TUI's refusal to distribute

its products through any CRS other than Start/Amadeus strongly

suggest that TUI's boycott of SABRE is part of a auid nro uuo

with Lufthansa for a reduced fee for bookings in Start/

Amadeus:

'ITUI, DB [German Rail], and Lufthansa could
only come to an agreement after tough rounds
of discussions within the board of directors.
The strenuous compromise, which resulted par-
ticularly after considerable concessions of
Lufthansa, could be brought off balance. It
could have been that the SABRE options had
exercised certain pressure on Lufthansa to

3The exclusionary tactics now being used by TUI were also
used by German Rail, a co-owner of Start along with Lufthansa
and TUI. German Rail had allowed access to its services only
through Start/Amadeus, and refused to participate in SABRE.
This discriminatory practice helped Start/Amadeus achieve a 90
percent share of the CRS travel agency market in Germany. On
March 24, 1995, SABRE filed a complaint against German Rail
with the German Cartel Office. Following an investigation by
the Cartel Office, in January 1996 German Rail provided the
Cartel Office with a commitment of undertakings to participate
in SABRE. SABRE is currently working with German Rail to
finalize that commitment.
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agree to their concessions. TUI however
emphasizes that their main interest is to
protect START."

In these circumstances, it would clearly be contrary

to the public interest for the Department to grant antitrust

immunity to any arrangement involving Lufthansa until these

matters have been resolved.

0 Charters. Charters are very important to the

leisure travel market in Europe, particularly in Germany. As

much as 30 percent or more of airline bookings in Germany are

on charters, and in some cities, such as Munich, charter

flights may outnumber the flights of full service scheduled

carriers. Some charter carriers also operate regularly sched-

uled flights and make limited seats available to last minute

travelers. As with the tour companies, many of the largest

charter carriers in Germany are affiliated with Start, Amadeus,

or their affiliates. These include Hapag-Lloyd (the third

largest German charter carrier), which does not participate in

SABRE at all, and Eurowing (the fifth largest), which partici-

pates at a materially lower level in SABRE than it does in

Start/Amadeus.

l Missina Functionality. Through Start/Amadeus,

Lufthansa provides special privileges to its most valued fre-

quent flyers, such as seating preferences, wait list priority,

class of service upgrades, and ticketless transactions. This
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is very important CRS functionality, particularly for travel

agencies that serve business travelers. Lufthansa could

provide this functionality to SABRE through a variety of

technical solutions, but has refused to do so. In addition,

many business travelers in Germany purchase "tickets on depar-

ture" (TODs), which they can pick up at the airport counter.

In Germany, Lufthansa provides this important functionality

only through Start/Amadeus, even though Lufthansa allows SABRE

to issue TODs in the United Kingdom.

As shown above, Lufthansa is engaging in a number of

discriminatory and anticompetitive practices with respect to

SABRE in Germany. It would be contrary to the public interest

for the Department to approve the United/Lufthansa application

until these practices have ceased, and SABRE is finally allowed

to compete effectively in the German market.

Respectfully submitted,

Assoc&e Genekal Counsel
American Airlines, Inc.

April 3, 1996



ATTACHMENT 1
Americen  Airlines, Inc.

U.S. - Germany Market Share
Nonstop Weekly Frequencies

LH, United and Affiliates Lufthansa
Condor
Lauda

Total

LH United and Afflllates  TzzdI .
I

Delta
USAir
American
Northwest
Continental
LTU
World
TWA
Singapore
Air New Zealand
Pi A
Kuwait Airways
Grand Total

77 23.8%
28 8.7%
21 6.5%
15 4.6%
14 4.3%
13 4.0%
a 2.5%
7 2.2%
4 1.2%
3 0.9%
3 0.9%
1 0.3%

323.5 100.0%

l/Totals may not add due to rounding.
2/ Round robin Frankfurt.  San Juan - Antigua m Frankfun.



ATTACHMENT 2

US, - Canada Transbotdet Market Concentration
Before and After Alliance

Rank Operating Curimr
Air Canada

+7ibrrun
3 Ehsiness Exprtw 21

Frequency HHI
Share SCOW
6efore Before
24.84% 616.80
F*

6.86% 47.27
6.86% 47.27
6.45% 41.57

Frequency HHI
Sham Scare
AftW ARM

24.64% 616.60
a0096 II 0.00 11
6.86% 4727
6.88% 47.27
6.45% 41.57

6 United
I

5.69% 32.39
7 Canadian 1401% 3t 196.37
8 USAir

341
4.93% 24.35

a
10
I1
12
13
14
15
16
17
16
19
19
21
22
22
22
2s
26

- 27
26
29
28
31

Horizon 2/ 4.93%
Air Ontario 21 4.54%
USAir Express 2/ 3.98%
Air BC 2/ 2.60%
Comajr 21 2.43%
flaphip Airlines 4/ 2.30%
Mesaba 2/ 1.97%
Air Alliance 21 1.02%
Air Nova 2/ 0.95%
Kenmore Air Ha&our 0.69%
Ontario Express 5/ 0.66%
Time Air 5/ 0.66%
Air Atlantic 5l 0.63%
America West 0.46%
Continental 0.46%
Reno Air 0.46%
Midwest Gpress 0.39%
Skyway Airlines 2/ 0.36%
British Airways 0.23%
Alr North 0.20%
Athahaska Airways 0.13%
Columbia Pacific 0.13%
Royal Air Maroc 0.10%

24.35
20.61
15.84

. 6.75
5.93
5.30
3.90
1.04
0.91
0.46
0.43
0.43
0.39
0.21
0.21
0.21
0.16
0.13
0.05
0.04
0.02
0.02
0.01
0.00

l,OW

4.93%
4.54%
3.98%
2.60%
2.43%
230%
1.97%
1.02%
0.95%
0.69%
0.66%
0.66%
0.53%
0.46%
0.48%
0.46%
0.39%
0.36%
0.23%
0.20%
0.13%
0.13%
0.10%

24.35
20.61
15.84
6.75
5.93
5.30
3.90
1.04
0.91

Zi
0.43
0.38
0.21
0.21
0.21
0.16
0.13
0.05
0.04
0.02
0.02
0.01

32 Taquan Air Service 0.03%
Total 100%

Changa In HHI Score

11 Amerkan and Canadian combined below.
21 RegIonal  alrom pMnor of non-alliincs carrier(s).
Y American and Canadian combined.
4/ Regional airline partner of American.
51 Regional aLrUn partnor of Canadian.

0.03%
100%

0.00
1,093

+93 +9.3%

Source: Published airline sclcheduler.  Effectlvo  November 10,199S.



ATTACHMENT 3

-..
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S,! BRE threatens TUI with the Kartellamt

FV I ‘. 153.90 T’Ul’s refusal had the effect of a cold showor for SABRE. During
the rB, TUI ~xecuth Or. Rmlf CoWon informed top $ABRE man in Europa, Eric
Spl  I k, that TlJI till not open itself to athcr  K CR& This de&ion Is intendd  to
sq 1 art the START- Amadeus Aliiu~uw.

SA ! RI3 sees its own ambitious plms to will touristic travc~ agcncics in
OS l my unjustly stopysd,  and ~01 uudertakt in~estiyative  steps ou the
po! i ioo of TUI with tie Kmtellm~ In the same  mmc~, SAWRTT has abcaciy
fop; d an opening of the looal rnil IX!,. The Kartellamt  till irrrve to ask the
quz: ion now if the strong ‘WI market positiou  cam be compared with 111.~
mo I ,1,01y  positjon  of the Dco~hc Bahn, alrcl whether for thrlt.  reason nna
bet; hour cm be considered m abuse. For TW, their opelriPg up to other
CR i ti is IIM fwsihle for two reasons, which both result4 aut of the
agr I Imalt. ofthck dbce wtth Amadeus.

RN ne, !iX &me with &rmlciir lneans  ;J Vvdict~g clrmncl for TUI in the
0th: European COUINW, since 8 pm of the alliance is the integration of
ST, 1 CT functionalities  into the Aloadeus  system, The necessity to distribute
thrt : gll o~hcr systems will ~CCOIIIC SII~WRUOUS, at feast ilr those maltties
wit3 8 Strolry Amadeus ~resen&. In those with a weak representation the
ST,t tT-Am.adous  tnndem will be forced to win over’market  shares.

The ;ccond  reason is more of a business  gature. WI, DB and Lttibanso’
cou only come 10 an alptement  afier to@ rmmd.s of dismsians within the
hm * of director-~. ‘I’he strcnww CoIT\promiw, whxh rcwlfcd p&icularly
afio * zonsidernblt  concessions of Ltlft,hcursa,  could be brought  off bahuce. Tt
con 1 have ~C.CII lhat the SADRE options hd cxerciscd cctiain pressure on
Luf I ama to agree to their cvncessious. ‘I’IJ’I lmowcxer  empllrasitts that their
mai J iutercst is tb protect START.



S? ! RT aud &nadous allian etxolsqasses  four areas.

ht : nationally Amadeus takes ~htrge  of tie marketing and safes for
h: .celves  ad theu wbsidjnry  S’I’ART,  thus nntking void of the isstrc~ of
ml : in foreign cowLrics.
ST1 RT equipment in those foreign r;ou&es will be kept however. The
tee: tical setthpt~ps and connections to S’I’hRT  system will CVCH be
ext I Ided 10 fisther catrntries such as those iu Eastern Euwycr.  Amadeus lrad
dec 1 lted that all of START assets will bo used to their Ml extent. The
reb vely short tiinc frame lor Q START itW&iliofr might red1 in a strongw
An ; dous yosition in Great Britaiu.

‘G: 3ecojld arca of abance is tie iutllegalion  of START functionaliks into
the madcus system. Frown non-air procedures to back office SPY in
ST.! XT taodc, Amadeus wants to p,o intematiorwl and will market the
pro. rcb.

In t rder to establish gourd ;a tire ndnptation  process aud futibr
det : opment works ;leeried within &e Amadeus  poup, Amadeus will I&S up
SO? i shares in WART con~~utcr stud&, By the same t&n, this step wfll
,P~!I I I U\I suy competition issues with the ~n;~cicus  software ho~lse.

Frs I fmt as long as the transfer to Ataadeus  data base in Erdbg not prove to
g\ra * ntcc pemanent economic advantages.

‘IV: and DB had reserved  thenlselves  the right to have. a saying in the
dw : .on makiq process of ally START fiwc-tioaalily . “ WC do not wish to
hav I bu@ng  devtloperl in Germany that.  cwuwt bi ma&cd at all” declares
DB j ‘irector, Mr, I-fcinr. ‘Ntrrhaus. Thh ainl can be reached if the competent
&V : 3pment  de&or) wakers do stay ilr hukfurt.



LE. Xector Ncmj6 I&in. also mcrnbcr  of the Auladeus  board of cli~c~cm . .
wiil defend these mangemeuts  irl talks with tie other &urcclo~~s  owners.  The
An L deus executive board has coarsented and signaled that the Ifs atld Whens
for 10 Amadeus board of directors have become wcertrrin.  since ti Frau
is i :ndiu.g llcw rc.prtaontativt~. This u\(tms a possible delay fix lul
aga: :ment.

Yc SAME will 1101 give up iLs tins in Gunnm~ without a fi&t. Vice
Pra! dent liric Speck intendr  to WC up aIt legal memuu.  Besides the optiotl of
the G3rtellamt, other EC optiow will be revised by Iiwytrs. 111 orcler to
apt 4 ~$1 drc issue of tbc emduct code for CRS ~1ud their owllers, muy
quc ! ions will ueed to be raised: is START a CR3 according  to the EC ties,
or * IS it bccomo one by way of its alliance ? Do Ihc non diacrGlation
pro ; hres apply mly to the airI& owm S, 01’ should thc,r not te spread 01~1.
t0 i. 4der range? Eric Speck reqorw “ Dr. CorsteRn  claimed in tile etld that
this ;ourse of action wns 11ot rlonc by II tow operator in semh of wider sales
hor . ant but was ratl~cr stwcd tlw~lJ~ tie look of 14 computer reawhon
sys ’ In “.

Art 1 le on Aont page of nragazino FVW htemational
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CERTIFICATE OF SERVICE

I hereby certify that I have this day served the

foregoing answer by fax on United and Lufthansa, and by first-

class mail on all persons named on the service list attached to

their application.

I
CARL B. NELSON, JR.

April 3, 1996


